a 


# 


4 


>. — les 
| A tid 


. 


ao. <r) 


. 
_ 
? . _ 
‘ 


au 
t = 


~ 


” 


ee 


TABLE OF CONTENTS 


wr, 


é 


Financial and Operating Highlights 
Postmaster General's Letter to the Governors 
We Care 

Technology and Modernization 
Postal People 

Financial Statements 

Financial History Summary 
Revenue Forgone Appropriation 
Analysis of Expenses 

Analysis of Mail Volume 
‘Operating Statistics 

Senior USPS, Officials 


Board of Governors 


Ww 


e - 


ee — 


FINANCIAL AND OPERATING HIGHLIGHTS 


Pieces of mail (millions) 
Percent change 


Operating revenue 
Percent change 

Public service appropriation 
Percent change 

Revenue forgone appropriation 
Percent change 

Total appropriations 
Percent change 


Total operating expenses 
Percent change 

Net income (loss) 
Percent change 

Fixed assets (net of depreciation) 
Percent change 

Equity (deficiency) 
Percent change 


U.S. resident population January 1 (millions) 
Percent change 

Pieces of mail per capita 
Percent change 

Operating revenue per capita 
Percent change 

Accrued cost per piece of mail 
Percent change 

Operating revenue per piece of mail 
Percent change 

Net income (loss) per piece of mail 
Percent change 


Employees 
Percent change 
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‘We want you to leave every encounter with us feeling that you have conducted business 
with a professional, responsive organization that has served you well.” 


—Postmaster General Preston R. Tisch 
Postal Forum XX September 8, 1986 


Preston R. Tisch became the 68th Postmaster 
General of the United States on August 16, 1986 
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TO THE GOVERNORS 
OF THE UNITED STATES 
POSTAL SERVICE: 


The best overall mail service in our history 
.. . fate stability that promises to last into 
1988 .. . a major restructuring that moves the 
needs of the customer to the center of our 
activities .. . and signs of satisfaction from the 
public. 

These were among the highlights of a year 
of transition in which the U.S. Postal Service 
began to change its thrust to that of a more 
customer-oriented, public business striving to 
provide a range of products and services that 
are effective for our customers and that are 
competitive where alternative forms of com- 
munications exist in our marketplace 

Pinpoint fiscal 1986 as the year the Postal 
Service put added emphasis on what customers 
need and want and on increasing flexibility 
while decreasing red tape 

Our 1986 success story begins with the fact 
that the American public received better mail 
service. 

Despite a significant increase in the total 
volume of mail handled during the year, the 
Postal Service established delivery performance 
records in six of the nine categories of mail 
measured against established standards—and 
tied a seventh. All-time highs were established 
in Express Mail; overnight, second-day and 
third-day delivery of metered First-Class Mail; 
as well as both intra-Bulk Mail Center (BMC) 
and inter-BMC parcel post service. Stamped 
overnight First-Class Mail was delivered at a 
record-equaling 95.5 percent on-time pace. 

Although not setting new records, delivery 
service performances for second-day and third- 
day stamped First-Class Mail surged to their 
highest levels since 1983. Four-week accounting 
period records were established in both catego- 
ries as the year ended 

Better service was the product of better 
target-setting, monitoring, follow-up actions, 
updated operating plans and adjusted transpor- 
tation. Many of the problems with the new air 
transportation contracting system, which we 


encountered in 1985, were resolved. Several 
supplemental contracts were put in place 
which helped produce a number of service 
improvements including a precedent-setting 
on-time record for Express Mail of nearly 97 
percent 

Financially, the Postal Service achieved a 
net income of $305 million for the fiscal 
vear, compared to a $251 million deficit in 
1985. The 1986 net figure represents about one 
percent of the postal budget and proves again 
that we can consistently meet the requirement 
of the Postal Reorganization Act that income 
will equal as nearly as practicable” costs of 
the Postal Service and still maintain a reason 
able degree of rate stability We have been in 
the black five of the last 10 vears with revenues 
exceeding expenses by $97 million (a mere 
().0004 of our gross revenue) 

Our net income was the product of many 
factors, including volume and revenue growth, 
continued aftention to cost control, improved 
accountability for expenditures and the effects 
of moderate inflation. We used 34.3 percent 
fewer overtime hours and benefited from lower 
starting wage levels. Because of the new labor 
mix, the average straight-time hourly rate paid 
for craft emplovees and casuals was $14.14- 
only eight cents higher than in 1985. If per 
sonnel costs had continued to rise at the rate 
experienced in [985 expenses in this category 
would have been $689 million higher Fortu 
nately they did not 

We are confident, as we move into a new 
fiscal year, that our customers can expect sta 
ble rates throughout 1987. There are, however 
caution signs ahead. Legislation passed in 
1986 will increase emplovee benefit costs sub 
stantially and will affect our financial outlook 
for 1987 and bevond 

The Federal Emplovees Retirement System 
Act. for example, became effective January | 
1987 This Act alone could cost the Postal Ser 
vice more than $400 million in fiscal year 
1987 and more than an additional $14 billion 
in fiscal vear 1988. Other pending legislative 
proposals, such as eliminating revenue forgone 
appropriations but requiring the maintenance 
of preferred postage rates by spreading the 
costs to other rate categories would, if enacted 
impose sizable additional financial burdens on 
the system 
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Accounting Period 


Mail volume has increased every vear since 
1975 and in 1986 reached 1474 billion pieces, 
an increase of 5.2 percent over fiscal vear 
1985 


Numbers, of course, tell only part of the fis- 


cal 1986 success story. Another factor was the 
implementation of a major restructuring 
announced early in the calendar vear 

Forty-two district offices were eliminated 
our five regional management staffs were 
restructured and refocused and increased 
authority and responsibility for action were 
placed squarely in 74 new divisions to encour 
age more service improvements at the point of 
customer contact 

Continuing a program that had begun ear 
lier, lobby window hours were adjusted for cus 
tomer convenience in more than 3,000 offices 
nationwide. At the Northern Virginia Postal 
Facility at Merrifield, for example, window ser 
vice is available until midnight on week-nights 
as well as all dav on Saturdays and Sundays 


Other local innovations include the use of 
Express Mail acceptance vans as part of a 
series of Express Mail improvements, the send- 
ing of mobile postal units to convalescent 
homes, around-the-clock window service at 
several locations—including some maior air 
ports—and an all-purpose “stamp store’ in 
Des Moines 

There seemed to be, too, an improvement 
in public perceptions about our service. An 
August 1986 Roper Report found that “consid 
ering cost aad service, 88 percent of those 
polled were satisfied with the mail service 
compared to 85 percent a vear earlier. In April 
another Roper Report showed the Postal Ser 
vice receiving the highest favorable rating, by 
far, among 12 federal agencies 

These surveys, taken prior to the launching 
of the management reorganization, have been 
followed by numerous customer compliments 
for our renewed commitment to service 

The bottom line is that we moved more 
mail and provided the public with better ser 
vice in a vear in which our structure was rede 
fined and our top management responsibilities 
were directed by three different Postmasters 
General 


The year's performance proves the Postal 
Service is a vigorous institution. To help us 


remain so, technology is playing an ever-large 


role in our business 

However, one phase of our automation pro- 
gram, the introduction of multiline optical 
character reader (OCR) technology, was signif- 
icantly delayed because of the criminal activi- 
ties of a former governor. As a result of his 
efforts to 2ffect the outcome of our purchasing 
decisions, the Postal Service terminated com- 
petitive testing in this phase of its automation 
program. A new procurement will begin in 
1987, but the delay will postpone field deplov- 
ment of the equipment and deprive the Postal 
Service and its customers of significant savings 
and other benefits 

We are continuing to move forward with 
our automation programs based on ZIP + 4 
coding, and we are taking a more flexible 
approach 

The employment of additional technologies 
such as multiline OCRs provides the opportu- 
nity to take a more flexible approach in the 
future. We believe this flexibility will permit us 
to pursue automation of postal operations 
without imposing just one solution on the 
mailing industn 

Clearly, customer applied OCR-readable 
ZIP + 4 codes are now and will continue 
be of value in achieving our automation goals 
Where they are a practical economical solution 
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Real Cost of a First-Class Stamp Since Postal Service Reorganization* 
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for customers, we want to encourage their use 
and provide appropriate incetitives. However, 
we recognize that for many, particularly 
smaller customers, this may not be the appro 
priate solution, and another approach to auto- 
mation or a different mail preparation option 
may make more sense. As we move forward 
with automation planning, we hope to identify 
an expanded set of alternatives which consider 
both the effect on our customers’ mail prepa- 
ration costs—and needs—and postal operat 
Ing Costs 

We committed $24 billion for capital invest 
ments during FY 1986 to modernize our facili 
ties and vehicle fleet, to further automate mail 
distribution functions and to bring the latest 
state-of-the-art technology to our retail opera 
tions and information systems. These are 
investments in our future which will continue 
to vield significant dividends for many years to 
come 


7 
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Over the next five years, our capital invest- 
ment is expected to reach an estimated $11.7 
billion 

Our financial strategy, including a Septem- 
ber borrowing of $1.25 billion, is directed 
toward the long-term investment goals we have 
formulated as we seek to keep pace with vol 
ume growth and customer expectations for 
efficient and economical services 

Our performance in 1986 demonstrates the 
commitment of the Postal Service to improve, 
to attack its problems and to master the chal 
lenge of serving our customers. It is vitally 
important that the Postal Service achieve fur 
ther improvements on all these fronts because 
of the financial challenges of 1987 and 
bevond 


Vase R. Aah 


Preston BR. Tisch 
Postmaster General 
January 1987 
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. Increased competition and responsiveness 
fo customer concerns through expanded 
hours and other changes are likely to make 
the service even better” 


Columbus (OH), Dispatch 


Since the reorganization of USPS we have 
noticed all key personnel are more accessible 
and channels of communication have 
improved considerabl 


—Mernill Lynch Pierce Fenner & Smith. Inc 
New York. NY 


The post offices interest in its customers and 
its willingness to improve service are 
appreciated 


Havs (KS). Daily News 
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During the Christmas holidays, many post offices 
send mobile units, like this one in Philadelphia, to 
nursing homes, shopping and business centers, and 
industrial parks so customers can purchase stamps 


The Northern Virginia Management Sectional 
Center, shown above, was one of more than 3,000 
post offices that extended its window and lobby 
service hours to serve customers better 


Lobby designs were tested in eight postal 
facilities to see which features appeared to 
please customers and employees most. The 

design used in the Detroit General Mail Facility 
offers indirect lighting, open counter areas, and 
blue, red and gray tones 
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“The Postal Service has always done great things in the past to help us, 
but the new Postal Service is even better. There seems to be a strong service attitude 


from the carriers to top officials. . . .” 


—A)DVO, Cincinnati, OH 


WE CARE 


Caring about customer satisfaction and 
working to attain that satisfaction are the cor- 
nerstones of the Postal Service 

System-wide restructuring strengthened the 
effort in 1986 by elevating the marketing func- 
tion to senior management level and provid- 
ing, for the first time, marketing management 
at the local level 

To serve customers through the new divi- 
sion marketing organization, the Postal Service 
built the system around account representa- 
tives. These representatives were assigned spe- 
cific customer accounis and were given 
additional support from two new service areas 
of local marketing—technical sales, and mer- 
chandising and sales promotion 

At the same time, “avision consumer affairs 
representatives were /ppointed is address the 
concerns of individ sal customers 

During fiscal 1° 86, the Postal Service intro- 
duced new lobby d ‘signs and developed proce- 
dures for converting <uccessful design ideas 
into standards. New design guidelines are 
planned fer the spring of 1987 

In order to further improve customer con- 
venience, more than 26,000 stamp vending 
machines and related equipment were 
installed, including stamp booklet and coil 
stamp dispensers and coin changers. More 
than one million additional post office boxes 
also were installed. Over 17 million post office 
boxes are now available at locations across the 
country. 

The Postal Service also added 3,300 compu- 
terized Integrated Retail Terminals (IRTs) in 
fiscal 1986. These are the window units that 
make vital information—such as weight, rates 
and service options—-quickly available to 
employees and customers by means of visual 
display screens. The IRTS have helped shorten 
lines and brighten dispositions by reducing 
customer waiting time. There are now 8,000 
such units in service and by late fiscal vear 
1987, 5,700 more will be deployed 


The greatest positive reaction from custom- 
ers came in response to the introduction in 
April of an expanded Adjusted Window Hours 
Program wherever possible Given the authority 
to fit the concept to local conditions, postmas- 
ters throughout the country made the most of 
the opportunity. And they accomplished the 
task at very little cost 

In response, the Xan Antonio (TX) Express 
News wrote: “Let's hear one for the US. Postal 
Service This new emphasis on customer 
service is a refreshing change from an agency 
that for far too long as seemed oblivious to 
its basic mission—-serving the public 

In another editorial, the Memphis Bustness 


Journal added: “We wish the Postal Service 


well in its efforts to become more like a pri- 
vate business. 

Postal caring was further evident in the 
return of several hundred World War II \-Mail 
letters discovered hidden in an attic and put in 
the hands of the post office 42 years after they 
were written. The Carrier Alert Program to 
keep an eve on the elderly was expanded. Let- 
ter carriers and management joined the Child 
Alert Program to aid the cause of finding miss- 
ing children. For customers attempting to 
reach people inside the Soviet Union by mail. 
the Postal Service issued a special booklet vut- 
lining the best procedures to follow 


As the Postal Service turns more attention 
wwward serving its customers, it is also encour- 
aging more community involvement by its 
emplovees 

In addition to the Carrier Alert and Child 
Alert Programs, postal workers at all levels 
adopted local schools and tutored students as 
pait of the Partnership In Education Program 
Many others contributed voluntary time to 
community affairs projects, and contributions 
to the Combined Federal Campaign from the 
men and women of the Postal Service totaled 
more than $19 raillion 

Of all the customer benefits offered by the 
Postal Service, none was more significant than 
the fact that, at 22 cents for a First-Class 
stamp, the United States still has the lowest 
domestic letter rate of all industrialized West- 
ern nations 

Our increasing concern for customer needs 
also was reflected in the areas of product and 
service improvements, where considerable pro- 
gress was made 

A new National Change of Address System 
(NCOAS), developed in collaboration with a 
number of large mailers, will provide custom- 
ers with more accurate address information 
Under the system, mailers using the services of 
one or more of 20 licensed vendors, can have 
their mailing lists updated and purged of un- 
deliverable addresses and correct ZIP Codes 
added before the list is used for mailing 


Raul Alvarez (left) was one of the World War II 
veterans to whom the /’ostal Service returned 
\-Mail letters written during May 1944, but never 
mailed The 235 letters were discovered in a North 
Carolina attic in June. Alvarez was an Army 
corporal when he wrote his sweetheart, Tern 
(right), whom he later married The Postal Service 
has been able to return 206 of the letters to the 
writers or their families 


10,000 Express Mail collection boxes were 
installed around the country in 1986 so 
customers have easy access to tue Postal 
Service's expedited mail service 
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In May 1986, the Postal Service imple- 
mented a strategic plan to improve service for 
bulk business mail-——and it is working 
Among its accomplishmen's was a 66 percent 
reduction in average waiting time for 
unloading trailers: The average waiting time 
was cut from 12-13 hours to four hours 

International mail volume declined by four 
percent from fiscal year 1985 due to intense 
competition characterized by the “remailing 
of U.S. originating mail into foreign mail- 
streams by private companies. The Postal Ser- 
vice moved to eahance its ability to serve 
international customers by creating a market 
development division, working more closely 
with major U.S. bulk mailers and initiating, in 
May, a new International Priority Airmail Ser- 
vice to meet a need for faster and more afford- 
able delivery of larger volumes of mail. By the 
end of the fiscal year, International Priority 
Airmail had nearly doubled expectations with 
over 110 customers and $500,000 in revenue 

Nine countries were added to the Express 
Mail International Service network. Miami was 
opened for Internationa! Surface Airlift, and 
the 1-SAL network was extended to include the 
Far East, Latin America and the Caribbean 

One disquieting note developed when, for 
the first time, Express Mail volume lost 
ground, dropping by 8.7 percent to 40.1 mil 
lion pieces, in the face of ever-increasing com- 
petition. The Postal Service moved aggressively 
to stop the decline and to make Express Mail 
service more Competitive 


In less time than it takes to sneeze— approximately 
one second—the Postal Service processes as many 
as 5,000 pieces of mail All that mail—more than 
400 million pieces each day—enters a network of 
nearly 40,000 post offices, stations and branches 
reaching nsore than 100 million delivery point 
throughout the countn 


An Express Mail morning delivery program 
was implemented in 30 cities across the coun- 
try, and the amount of Express Mail delivered 
by noon was increased at least 10 percent in 


each area 
A new Express Mail letter envelope was also 
introduced, and 10,000 Express Mail collection The Postal Service installed 3,300 Integrated 
boxes were placed on the nation’s street Retail Terminals in 1986, bringing the total to 
corners 8,000 throughout the country. These 
Additional improvements are being computerized terminals provide fast, accurate 


information on weight, rates and service 


explored. The Postal Service began testing the options to postal clerks and customers 


use of credit cards in five major markets as a 
method of payment for Express Mail postage 
Mobile Express Mail acceptance units under- 
went expanded testing, and a tracking system, 
using window automation equipment to cap- 
ture Express Mail shipment data at the point 
of acceptance, was tested in Boston, 
Los Angeles and San Diego 

In the field of philately, the \‘ostal Service 
released 37 stamp and stationery \ssues during 
the vear. It received $158.3 million in gross 
revenue from stamp collectors, an increase of 
28 percent over the previous year 

A quality enhancement and cost reduction 
program reduced fiscal year 1986 production 
costs by $5 million while simultaneously 
increasing the quality of philatelic products 
Improvements during 1987 will result in the 
expenditure of two million fewer dollars to 
produce some two billion more stamps 

The Postal Service also put considerable 
energy into protecting the postal system and its 
customers. In its efforts to maintain the integ 
rity of the system and prevent the public from 
being victimized by fraudulent schemes, the 
Postal Inspection Service conducted 1,928 
fraud investigations in 1986 and obtained 
1,131 convictions 


- concerted efforts to heighten public awareness 
of various mail fraud schemes. Furthermore, it Rate for first unit of domestic letter postage Postage converted to 
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‘When the USPS replaced the debt-ridden Post Office Department in 1971, 
it was given a $920 million annual subsidy and 14 years to become self-supporting. 
The [Postal Service] has lived up to its mandate, its an experiment worth repeating.” 


—Houston Post 


TECHNOLOGY AND 
MODERNIZATION 


Technology and modernization are vital ele- 
ments in the future success of the Postal 
Service 

More and better automated and mechanized 
equipment helped improve efficiency and pro- 
ductivity this past year. Meanwhile, postal 
management is pursuing new applications of 
technology so that customers growing, needs 
can be met in the decades ahead 

Despite the delay in the planned procure- 
ment of multiline Optical Character Readers 
(ORs), the 2utomation of mail processing 
continued to accelerate in fiscal year 1986 

The Postal Service has accepted 106 second 
generation OCRs at 57 locations and 71 new 
Bar Code Sorters (BCSs), which are operating 
at 46 sites. Acceptance tests on this equipment 
indicate performance is exceeding contract- 
required standards by about seven percent 
Under Phase | of the program, .52 OCRs and 
248 smaller BCSs had been purchased 

Delivery of the improved Phase 1] OCKs will 
continue at the pace of a dozen per month 
through late 1988 until 403 are deploved 
These machines are being used to process let 
ters and cards bearing either mailer-applied 
S-digit or ZIP + 4 codes. In just four »ears 
the volume of mail processed by automated 
equipment has risen from zero to 20 percent 
while the mail sorted by the older, mechanized 
equipment has dropped from 67 to 57 percent 
Manual sorting has declined from 43 to 23 
percent in the same period 

This notable progress is supported by over 
2,000 firms that used ZIP + 4 codes on 10.7 
billion pieces of letter mail in fiscal vear 1986, 
compared to 6.2 billion pieces in 1985 

In !987, a new procurement of multiline 
OCK equipment will be initiated. In the 


interim, additional multi-position letter sorting 
machines are being, purchased 

In another area of mechanization, there are 
currently 245 flat-sorting machines in 123 
facilities each processing an average of 1,000 
flats per work hour, compared to a manual 
rate of 600 per work hour. Contracts liave been 
awarded for 176 more flat sorters 

Additienally, 100 small parcel and bundle 
sorters are being purchased to mechanize some 
labor intensive operations 

Modification kits to improve letter canceling 
machines and a simple machine to provide 
mechanized canceling capability for large 
envelope flat mail are being developed 

Procurement of automated and other mod- 
ern equipment for retail and vehicle operations 
is continuing, and many segments of business 
systems and records-keeping have heen auto- 
mated 

The Postal Service has contracted for two 
major truck purchases. One is for nearly 
100,000 lightweight, long-life delivery vans 
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that have twice the load capacity of many of 
our traditional delivery vehicles, and three 
times the current chassis life expectancy. Ihe 
other is for nearly 4,000 two-ton vans that 
double the fuel economy, carry more cargo 
and cost less than their present counterparts 

System modernization is not limited to 
equipmeni. The Procurement and Supply 
Department has three major programs 
designed to simplify and speed buving. get 
feedback for better decisions and increase the 
overall level of its professionalism 

Competition, planning and developing a 
simpler procurement system are being 
einphasized 

An automated system is being developed to 
integrate information on purchasing and sup- 
ply—and to make this information available 
to management in a way and to a degree 
never before possible 

A massive training effort for buvers and 
materials management people at every level is 
being prepared. Currently, five courses are 
being offered, with more in development 
These courses will emphasize improving, the 
business of buying and include special topics 
suichi as fraud deiection, which is being taughi 
by the Inspection Service. Taken together, the 
courses are focused on improving procurement 
and supply to make these important Postal 
Service functions more effeciive and efficient 

New upgraded and enlarged postal facilities 
are an integral pari of postal modernization as 
well. A dozen major building projects, ranging 
in cost from $10.1 million to $89.9 million, 
were completed in fiscal vear 1986— headed 
by the Washington, DC general mail facility 

—which was opened nearly two vears ahead 

of scredule at a cost of about $4 million less 
than projected 
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This accomplishment was possible because 
the site, design and construction were provided 
under a single contract—a new concept that 
may be used for some of the most complex 
facilities in the future 

Another 173 postal-owned facilities were 
completed nationwide 

Since the Postal Service's Advanced 
Research Program was launched in 1983, a 
concerted effort has been made to use technol- 
ogy for overall service improvement. Research 
on handling an increasing mail volume by 
machine has vielded considerable progress 

Currently, the further use of technology in 
mail preparation is being studied. Other proj 
ects are aimed at recognizing address locations 
on odd-sized mail pieces and developing 
automated methods of feeding, transporting, 
diverting and s ‘ing a wide variety of non 
machineable mi 

The Postal Service is committed to making 
technologica! advances that will enable it to 
maintain cid improve its position in the 
marketplace. This was demonstrated by its 
sponsorship of an international Advanced 
Technology Conference durirg which more 
than 200 noted scientists and engineers dis 
cussed new and emerging developments. These 
included artificial intelligence, vision systems 
optical character recognition, robotics and 
other advanced applications of technology to 
mail processing and distribution 


Work in adaptive robotics was one of 43 research 
projects conducted by the Postal Service's Office of 
Advanced Technology during 1986. In five ww 10 
vears. the technology shown in the multiple 
exposure above may be used to sort small parcels 
and rolls and, possibly, to nload trucks 
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Each of the three optical character readers in 
Washington, D.C’s general mail facility can sort 
30,000-40,000 letters per hour They are part of the 
Postal Service's automation program. designed to 
speed operations and improve service L'se of the 
ZIP + 4 code makes these readers even more 
efficient 


In April 1986, che Postal Service awarded a contract 
to purchase nearly 100,000 light-weight delivery 
vans with a 24-vear life expectancy The vans carry 
a larger ‘oad than traditional vehicles and will 
begin to appear on the streets in 1987 


it is bigh time to say a few kind words about the Postal Service 


There are something like 800,000 Americans who rise each morning or at nightfall to move the maii 


Generally they do a commendable job. with courtesy, dedication, and efficiency. 


—Mullins (SC) Enterprise 


POSTAL PEOPLE 


Because of the increased emphasis placed 
on improved customer relations by the Postal 
Service, postal emplovees are being called on 
to demonstrate their human relations skills as 
never before 

Early indications are encouraging. Our field 
personnel are responding to the greater free 
dom and flexibility built into the reorganiza- 
tion with ideas and programs that benefit their 
customers 

if the Postal Service is to successfully meet 
the challenges of the future, it must strive for 
better teamwork and harmony from within 
The expanding Emplovee Involvement Quality 
of Working Life process is helping achieve that 
goal by offering increased organizational effec 
tiveness through greater participation in work 
place decisions 

Barely four vears old. the Emplovee Involve 
ment process has now grown to 3,500 work 
teams and quality circles in 3,000 facilities 
nationwide. Participant: include the National 
Association of Letter Carriers, the National 
Rural Letter Carriers Association, the National 
Post Office Mail Handlers union and postal 
management 

Emplovee Invotvement, based on work 
teams composed of both craft and supervisors 
personnel, is intended to change attitudes and 
foster helpful ideas in the work-place. In addi 
tion, by the end of fiscal vear 1986, it had pro 
duced measurable local improvements in 
customer service, safety and operations 

The Postal Service also continued to make 
progress in its Affirmative Action Equal 
Employment Opportunity Program 


The total postal work force included + 
percent minority emplovees *w the end of fisca: 
1986 compared to 29.6 percent in 1985 
Female emolovees reached 30 percent of the 
work force compared to 28.5 percent in 1985 

Representation by minorities in level 15 and 
above, which includes supervisory and man 
agement positions, increased from 24.8 percent 
in 1985 to 25.7 percent in 1986 

Representation by female emplovees in level 
15 and above increased from 20 percent to 
21.7 percen| 

Almost /5 percent of newly appointed postal 
career executives were female and minority 
emplovees 

Fiscal vear 1986 marked the fourth consec 
utive vear the Postal Service exceeded its goal 
for the hiring of handicapped individuals. Dur 


Donna Meade. postmaster of Bowlegs. Oklahoma 
was the Postal Service's Outstanding Handicapped 
Emplovee of 1986. A hit-and-run accident in 1983 
left her a quadraplegic but did not diminish her 
determination to succeed in her postal career 


., the vear, 6453 handicapped individuals 
were hired, bringing the total number to 
29.921, which is jour percent of the entire 
work force 

A primary focus of affirmative action was to 
stress pestal managers responsibilities for 
career counseling and to emphasize career 
development for emplovees 

The Postal Service spent $70 million in fis 
cal 1986 for all types of training. This does not 
include salary related costs of those receiving 
training or of the local training staff, More 
than 14 million training hours were provided 
Approximately 80 percent of that training was 
conducted in field installations throughout the 
country, with the percentage expected to 
increase as training requirements grow and 
efforts to decentralize continue 

In the field of rehabilitation, the Postal Ser- 
vice continued its efforts to expand the 
Emplovee Assistance Program (EAP) to assist 
emplovees who have drug- and alcohol-related 
problems. Approximately 12,500 individuals 
participated. Since EAP and its predecessor. the 
Program for Alcoholic Recovery began, 62.500 
people have participated in our rehabilitation 
programs 

In general, the Postal Service also made 
progress toward improving its safety record in 
1986. The total accident rate per 200,000 
workhours was reduced to 78 from 8.2 the 
previous year The number of lost workday 
cases due to injuries was trimmed to 2.6 per 
200.000 workhours from 29 
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To achieve the favorable results, the Postal Safety Pertormance, 1982-1986 
Service involved supervisors more deeply and 10.1 
held them ac-ountable for emphasizing train- bet 
ing, especially for new employees and those aT 
who had recurring accidents. @) 
However, much is still to be done. Motor _ 8 
vehicle accidents increased trom 5.! per mil- 
lion miles driven in fiscal year 1985 to 5.5 in 
1986, a level which is not acceptable. 6 
‘0 counter the adverse trend in vehicle 
accidents, the Postal Service took several steps. 


Driver selection and testing procedures were 42 4 
changed, an improved driver observation pro- 3.6 2 3 — 
gram was implemented, and a seat belt use . 29 F 
incentive program was instituted. | - 


Finally, fiscal year 1986 saw the begin- — 
ning of the final year of current major labor 
agreements. When negotiations for new 


agreements begin in 1987, management will : 

be seeking a contract which is fair io em- 1982 1983 1984 1985 1986 

ployees, fair to the Postal Service and fair to 

customers. wus Accidents per 200,000 work hours Although about 94 percent of all mail is business- 


ques Los! workday injuries* per 200.000 work hours oriented, the Postal Service has never lost sight of 
the importance of social correspondence. Cards and 
letiers remain an essential part of its franchise to 
bind the nation together 


* 4 lost workday injury is one which results in 
time away from work beyond the date of injur) 


® Manchester 


Postal Service Division Locations 


® Springfield 
® Boston 


® Hartford 


~~ 


® Providence 


Westchester 
® Hicksville 
@ Brooklyn 
® Queens 
® New York Cit 


® Newark 
® New Brunswick 
® South Jersey 


© Denver 
® Philadelphia 
® Harrisburg 
© Balumore 
Southern Marviand 
’ jacksonville [ 7 
San Antonio % | 
. lL j 
Honolulu , 
Ww _ Miami 
mo - 
o>» Under the realignment, people and expertise were moved from the regions and the district 
i , offices to bring them closer to customers and mail operations. In the process, a layer of 


management was removed by abolishing the 42 districts. The divisions were established in 
74 of the largest mail processing facilities in the country and received greater authority for 
making day-to-day operating decisions within the parameters of established postal policies 
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FINANCIAL STATEMENTS 


BALANCE SHEETS 
UNITED STATES POSTAL SERVICE 


Sept. 30, 1986 


Sept. 30, 1985 


Assets 
Current assets 
Cash 


U.S. Government securities, at amortized cost which approximates market . 


Receivables 
U.S. Government 
Foreign countries 
Accrued interest 
Other 


Less allowances . 


Supplies, advances and prepayments 
Total current assets 


Other assets—Note 4 

Property and equipment, at cost—Note 4 
Land 
Buildings 
Equipment 


Less allowances for depreciation 


Construction in progress 
Leasehold improvements, net of amortization 


Deferred retirement costs—Note 3 


we notes to financiai statements 


(dollars in thousands) 


$ 128.863 


3,823,227 


200,066 
269,747 
17,207 
79.447 
$66,467 
23.739 
$42,728 

___ 163,702 


4.658.520 


687,323 
4.682.636 
__ 2,992,949 
8,362,908 
2.774.448 
5,588,460 
1,359,508 
7,094,238 


18,043,047 
$29,814,182 


$ 274,274 
2.469.701 


161,441 
197,432 

25,792 
441,127 

20,769 
420,458 
170,408 


> 


3,234,741 


20,196 


$94,065 
4,223,712 
5.004, 289 
7,822,066 
2,757,425 
5,064,641 
1,055,327 

113,719 
6,234,687 


17,571,593 


$27,060,217 


Sept. 30, 1986 


Sept. 30, 1985 


Liabilities and equity 
Current liabilities 
Outstanding postal money orders . 
Compensation and employees’ benefits . . 
Amounts payable to other U.S. Government agencies 
Other accounts payable and accrued expenses 
Deferred revenue . . . 
Estimated prepaid postage 
Current portion of long-term debt 
Total current liabilities . . . 


Long-term debt, less current portion—Note 4 


Other liabilities 
Amounts payable for retirement benefits—Note 3 
Employees accumulated leave 
Workers: Compensation claims 
Other. . 


Commitments and contingencies—Notes 3, 5 and 6 
Equity 


Capital contributions of the U.S. Government 
Deficit from operations since commencerrent on July 1, 1971 


Ye notes to financial statements 


(dollars in thousands) 


$ 460,587 
1,768,690 
106,262 
835,856 
614,276 
1,019,000 


141,800 


4.846.471] 


3,092,649 


17,630,261 
814,933 
3,048,000 
20,000 


21,513,194 


3,041,206 
(__ 2,679,338) 
__.361,868 


$ 302,310 
1,638,004 
101,232 
659,142 
$64,815 
954,000 

____ 91,800 


4,311,893 


1,983,263 


17,134,576 
776,121 
2,776,000 
20,000 


natin Relihetind 


20,706,097 


3,042,310 
(_ 2,983,946) 
58,364 


27,060,217 


STATEMENTS OF OPERATIONS AND CHANGES IN EQUITY 


UNITED STATES POSTAL SERVICE 


Year Ended 


Sept. 30, 1986 


Year Ended 


Sept. 30, 1985 


Operating revenue . . 


Appropriations for revenue forgone 
for certain classes of mail—Note2....... 


Operating expenses 
Compensation and employees’ benefits... . . 
0 RE eee ee eee 


it ee PG kdb ecu Ad wae NRE AS 4s 


Interest income.............. 


Interest expense... . 
Net income (loss) . . 


Equity—beginning of year. 


Capital equipment transferred to U.S. Government . . . 


Equity—end of year... . . 


See notes to financial statements 


(dollars in thousands) 

$30,102,091 $27,736,071 
715,836 969,620 
30,817,927 28,705,691 
25,575,894 24,349,087 
5,140,701 4.858.114 
30,716,595 29,207,201 
101,332 ( 501,510) 
316,838 309.870 
418,170 ( 191,640) 
113,562 59,840 
304,608 ( 251,480) 
58,364 310,739 
( 1,104) ( 895) 
$ 361,868 $ 58.364 


STATEMENTS OF CHANGES IN FINANCIAL POSITION Year Ended Year Ended 
UNITED STATES POSTAL SERVICE Sept. 30, 1986 Sept. 30, 1985 
Sources of working capital (dollars in thousands) 


From operations 
ee er 
Charges to operations not requiring outlays of working capita! 
Amortization of deferred retirement costs............ 
Depreciation and amortization.................... 
Provision for noncurrent Workers Compensation claims. 
Increase in employees’ accumulated leave... .. . . 


I, oo ove knees eeetweaeedsecenens 


increase in noncurrent amounts payable for retirement benefits. . . 
Increase in long-term debt............... 


a : erat aah i 


Uses of working capital 

Additions to deferred retirement costs . 

Additions to property and equipment, net . . . 
Increase (decrease) in other assets... . 

Decrease in long-term debt ........... , 
Capital equipment transferred to U.S. Government 


0 Ee ere eer ee 
Increase (decrease) in working capital 


Changes in components of working capital 


Increase (decrease) in current assets 
Cash and U.S. Government securities . 
Rs eee rsh ee ee, - 
Supplies, advances and prepayments . . 


Increase (decrease) in current liabilities 
Outstanding postal money orders... . . 
Compensation and employees’ benefits . 
Amounts payable to U.S. Government. . . 
Other accounts payable and accrued expenses 
Deferred revenue.............. 
Estimated prepaid postage. ....... 
Current portion <f long-term debt . . 


Increase (decrease) in working capital 


See notes to financial statements 


$ 304,608 


474.477 
387,409 
272,000 
48.812 
1,477,306 


495 685 
1,250,000 
3,222.99] 


945,93] 
1,246,960 
(819) 
140,614 
1.104 
2,333,790 
$_ 889.201 


$ 1,308,115 
122,370 

( 6,706) 
1,423,779 


$8,277 
130,086 
5,030 
176,724 
49,46] 
65,000 
50,000 
534.578 


$_889,201 


($ 251,480) 


714,805 
372,167 
113,000 

41,564 
990,056 


4,771,374 
970,000 


6,731,430 


5,688,672 
996,713 

4] 

79.001 
— 
6,765,322 


($ 33.892) 


$ 91,419 
( 245,853) 
56,539 

( 97 895) 


46,363 
184,748 
( $0,157) 
( 9) 569) 
71,812 
65,000 
( 281,200) 
(__ 64,003) 
($ 33.892) 


NOTES TO FINANCIAL STATEMENTS 


UNITED STATES POSTAL SERVICE 
SEPTEMBER 30, 1986 AND 1985 


Note | 
Postal Reorganization 
and Accounting Policies 


The United States Postai Service (Postal Ser- 
vice) commenced operations on July 1, 1971, 
in accordance with the provisions of the Postal 
Reorganization Act. Its initial capital consisted 
of the equity of the Government of the United 
States in the former Post Office Department, 
with assets carried at original cost less depreci- 
ation. All liabilities attributable to operations 
of the former Post Office Department remained 
liabilities of the U.S. Government, except that 
the unexpended balances of appropriations 
made to, held or used by, or available to the 
former Post Office Department and all liabili- 
ties chargeable thereto became assets and lia- 
bilities, respectively, of the Postal Service 

Buildings and equipment are depreciated 
over their estimated useful lives using the 
straight-line method. Leasehold improvements 
are amortized over the lesser of the lease pe- 
riod or their useful life. Repairs and mainte- 
nance costs which do not materially extend the 
life of assets are expensed as incurred 


Kesearch and development costs, which re- 
late primarily to new equipment design, are 
expensed as incurred. Such costs amounted to 
approximately $21,000,000 in fiscal year 1986 
and $25,000,000 in fiscal year 1985. 

Workers’ compensation costs, which are 
self-insured by the Postal Service, are recorded 
as an operating expense in the year of injury 
at the net discounted present value of the total 
estimated costs of claims. 

Estimated prepaid postage represents the es- 
timated amount of revenue collected prior to 
the end of the fiscal year for which services 
will be performed in the following fiscal year 

Amounts payable for retirement benefits re- 
flect the Postal Service's legal obligation to the 
Civil Service Retirement and Disability Fund 
(the Fund) arising from increases in basic an- 
nual salary in an amount equal to the present 
value of the equal annual installments due the 
Fund and payable over a 30-year time period 
Amounts applicable to operations of future 
years are charged to deferred retirement costs 
and are subsequently amortized through oper- 
ating expenses. 

Employees are permitted to accumulate cer- 
tain unused annual leave which is payable 
when taken upon severance of employment or 
upon retirement. Emplovees are permitted to 
accumulate unused sick leave but such 
amounts are not vested; therefore, sick leave is 
expensed when paid 


Note 2 
Operating Appropriations 


The Postal Reorganization Act authorized to 
be appropriated to the Postal Service each year 
a sum determined by the Postal Service to be 
equal to revenue forgone by it in providing 
certain mail services free or at reduced rates 
Operating appropriations received during fiscal 
years 1986 and 1985 totaled $715,836,000, and 
$969,620,000, respectively, and were solely for 
revenue forgone. These appropriations included 
$20,000,000 and $189,000,000, respectively, to 
offset the effect of Congress extending the pe 
riod of phasing rates of certain classes of mail 


Note 3 
Retirement Program 


The Postal Reorganization Act provides that 
officers and career employees of the Postal Ser- 
vice shall be covered by the Civil Service Re- 
tirement Program (the Program) and the 
Postal Service shall withhold from pay and 
shall pay to the Civil Service Retirement and 
Disability Fund (the Fund) the amounts speci- 
fied by the Program. The Postal Service and 
employees hired prior to January 1, 1984, each 
contributed seven percent of basic annual sal- 
ary to the Fund and 1.45 percent and 1.35 
percent in 1986 and 1985, respectively, of gross 
Social Security wages for Medicare 

Employees hired since January |, 1984, are 
covered by the provisions of the Dual Civil Ser- 
vice Retirement. Social Security System. During 
fiscal vears 1986 and 1985, these emplovees 
and the Postal Service each contributed 1.3 
percent and seven percent, respectively, of basic 
annual salary to the Fund and 7.15 (7.05 in 
1985) percent of gross wages for Social 
Security 

Under the Civil Service Retirement Pro- 
gram, the Postal Service is liable for that por 
tion of any estimated increase in the unfunded 
liability of the Fund attributable to Postal Ser- 
vice emplovee-management agreements that 
authorize increases in basic annual salary on 
which benefits pavable from the Fund are 
computed. The estimated increase in the un 
funded liability as determined by the Office of 


Personnel Management (OPM) is paid by the 
Postal Service in 30 equal annual installments 
with interest computed at the rate used in the 
most recent valuation of the Civil Service Re 
tirement System (currently five percent), with 
the first payment thereof due at the end of the 
fiscal year in which an increase in basic an- 
nual salary becomes effective. The total in- 
crease in the annual payment that resulted 
from increases in basic annual salary was ap- 
proximately $58,604,000 and $318.998,000 for 
fiscal vears 1986 and 1985, respectivels 

Under the July 1981 and 1984 emplovee 
management agreements, cost-of-living in- 
creases (COLAs) accumulated under prior 
agreements become part of basic annual salary 
in two phases. For those emplovees who so 
elected and who were eligible for optional re 
tirement at the contract date or within the 
next six vears, the accumulated COLAs became 
part of basic annual salary during the fiscal 
vear following the contract date. For ali other 
employees, the accumulated COLAs are in- 
cluded in basic annual salary under the 198] 
and 1984 agreements in October 1984 and Oc 
tober 1987, respectivels 

Whether COLAs to be paid in fiscal vears 
1985, 1986 and 1987 under the provisions of 
the 1984 emplovee-management agreements 
will be scheduled for inclusion in basic am 
salary will be determined in future contract 
negotiations 

In fiscal vear 1984, OPM informed the 
Postal Service that, with respect to the COLAs 
scheduled for inclusion in basic annual salar\ 
in October 1984 under the provisions of the 
198] emplovee-management agreements, it 


would consider emplovee and employer contri- 
butions applicable to these COLAs since No 
vember 198], and related interest, as an in- 
crease in the unfunded liability beginning in 
fiscal vear 1985. Postal Service management 
reviewed OPM's position and accepted it in fis- 
cal year 1985 for purposes of determining the 
increase in the unfunded !ability and annual 
payment thereon. Management expects OPM's 
position to also apply to accumulated COLAs 
scheduled to be included in basic annual sal- 
ary in October 1987 under the terms of the 
1984 emplovee-management agreements 

The increases in the unfunded liability and 
annual payment for retirement benefits in fis- 
cal year 1985 include $4,212,987,000 and 
$199,056,000, respectively, due to the addition 
of accumulated COLAs to basic annual salary 
in October 1984 and $1,011,798,000 and 
$62,685,000, respectively, due to the additicn of 
accumulated COLAs to basic annual salary in 
April 1985 

Effective January 1, 1987, emplovees hired 
since January 1, 1984, will be subject to the 
provisions of the Federal Employees Retirement 
System (FERS) Act of 1986. Employees hired 
prior to January 1, 1984, will be able to elect 
participation in FERS between July 1, 1987, 
und December 31, 1987. FERS is a three-tier 
retirement system consisting of Social Security, 


a basic annuity plan and a thrift savings plan 
Contributions to the basic annuity plan are to 
be determined actuarially by OPM with the 
objective that benefits under the plan be full 
funded. Unfunded liabilities of the basic 
annuity plan, if any, related to Postal Service 
emplovees as determined by OPM, will be 
funded by the Postal Service through sup- 
plemental! contributions over thirty vears with 
interest 

During fiscal vear 1987, for participating 
emplovees, FERS will require contributions 
from the Postal Service and the emplovees 
amounting to 7.15 percent of gross wages tor 
Social Security and an estimated 14.7 and 
1.4 percent, respectively, of basic annual salary 
for the basic annuity plan. The Postal Service 
will also be required to contribute a minimum 
of | percent of the basic annual salary of par 
ticipating employees per annum to the thrift 
savings plan. Contributions by employees to the 
thrift savings plar: will be voluntary and will be 
fully matched by the Postal Service up to 3 
percent of basic annual salary and at a fift 
percent rate between 5 and 5 percent of basic 
annual salary 

The estimated future minimum payments 
required to fund amounts pavable for retire 
ment benefits at September 30, 1986, are as 
tollows 


Fiscal Year 


1987 
1988 
1989 
i990 
199] 
Thereafter 


Less amount representing interest and the 
portion classified as a current iiability 


Amount 


353,056,000 
453,056,000 
453.050.000 
353.056,000 
453.056.0000 

24,472,022,000 


——— nt 


41.247 402,000 


13.607,041.000 
$17.630.261.000 


Agyregate retirement costs for fiscal vears 1986 and 1985 were $2,360,000,000 and $2,260,000,000, 


respectively, including $1,354,786,000 and $1,251,793,000, respectively, attributable to amortization of 
deterred retirement costs and interest on the unfunded liability 


Note 4 
Long-Term Debt 
and Interest Costs 


The Postal Reorganization Act authorizes 
the Postal Service to issue and sell obligations 
not to exceed $10,000,000,000 outstanding at 
any one time. The net increase outstanding in 
any one year shall not exceed $1,500,000,000 
for capital improvements and $560,000,000 for 
operating expenses. Such obligations shall not 
be obligations of the U.S. Government unless 
the Secretary of the Treasury, upon request of 
the Postal Service, determines that it would be 
in the public interest to pledge the full faith 
and credit of the Government of the United 
States 

Long-term debt consists of the following 


The 67% Postal Service Bonds, Series A, 


were issued under a Trust Indenture dated Feb- 


ruary 1, 1972, and are secured by a first lien 
on the revenue, income, fees, rents, appropria- 
tions, and other receipts of the Postal Service; 
the proceeds of all obligations issued by the 
Postal Service; and all sinking and improve- 
ment funds established pursuant to the Trust 
Indenture On July 31 of each year, the Postal 
Service > required to deposit in a sinking and 
ity provement fund the sum of $10,000,000 
ether wo cash or reacquired Series A Bonds. 
However, the Trust Indenture further provides 
that, at the option of the Postal Service, such 
sinking fund requirements may be applied to 
the payment of costs of capital additions or 
improvements to properties of the Postal Ser- 
vice. Since the commencement of the sinking 


fund in 1978, the Postal Service has applied 
$80,000,000 to the construction of mail facili- 
ties. The balance in the sinking fund 
($10,000,000 in 1986 and $13,300,000 in 
1985) is classified with other assets in the ac- 
companying balance sheets. The bonds are re- 
deemable prior to maturity, at the option of 
the Postal Service, at the principal amount 
plus accured interest. 

At September 30, 1986, the maturities of 
long-term debt, including sinking fund re- 
quirements, are as follows: 


6«% Postal Service Bonds, Series A, 
due February |, 1997 


Notes payable to Federal Financing Bank 

8.075% payable $32,000,000 each vear 
to May 31, 2000 

7.80% payable $15,000,000 each year to 
May 31, 2001 

10.475% payable $38,800,000 each year to 
May 31, 2010 

7.591% payable $50,000,000 each year to 
May 31, 2011 


Mortgage notes payable including interest of 4% to 
15% maturing from fiscal years 1987 through 2010 
secured by land, buildings and equipment with a 
carrving amount of $179,000,000 (aggregate annual 


installments approximate $6,000,000 with 
$86,000,000 due in fiscal year 1988) 


Less current portion 


Sept. 30, 1986 Sept. 30, 1985 


$ 250,000,000 $ 250,000,000 


448 000.000 480).000.000 


225,000,000 240.000.000 


941,200,000 970,000,000 


1 250,000,000 


14C 249.000 
3,234,449,000 
141,800 000 
$3.092.649.000 


135,063,000 
2,075,063,000 
91,800,000 
$1,983, 263.000 


Fiscal Year Amount 
1987 $ 151,800,000 
1988 237 800,000 
1989 151,800,000 
199%) 151,800,000 
199] 151,800,000 
Thereafter 2.389.449.000 

$3,234,449 000 


Total interest costs incurred during fiscal 
years 1986 and 1985 were $186,712,006 and 
$107.740,000, respectively, of which 
$73,150,000 and $47,900,000, respectively, were 
capitalized as part of the cost of newly con- 
structed property and equipment 


REPORT OF THE 
INDEPENDENT ACCOUNTANTS 


Note 5 
Commitments 


At September 30. 1986, the estimated cost to 
complete approved Postal Service capital proj- 


ects was approximately $2,097,000,000 

Total rental expense for the vears ended 
September 30, 1986 and 1985 is summarized 
as follows 


Noncancellable real estate leases, including 


related taxes (1986—$37 200.000: 


1985—$33.400,000) 


Facilities leased from the 
General Services Administration 


subject to 30-day notice of cancellation 


Equipment and other short-term rentals 


At September 30, 1986, the future mini- 
mum rentals for all noncancellable leases ap- 


proximate the following 


Year 


}987 
1988 
1989 
1990 
199] 
Thereafter 


Total 


306,000,000 
280,000,000 
240,000,000 
195,000,000 
148.000, 000 


505,000.01 v) 


$1.674.000 


Most of these leases contain renewal options 
for periods ranging from three to twenty vears 
Certain noncancellable real estate leases have 
options to purchase the facilities at prices spec- 
ified in the leases 


1986 1985 


$370, 800,000 $447,500.000 


35.500.000 49,100,000 


72,400,000 %) 900.000 
$478, 700,000 $467 500.000 
Note 6 
Contingencies 


Several equal employment opportunity, em- 
plovee compensation and postal rate class ac- 
tion lawsuits are pending against the Postal 
Service. In addition, there are certain pending 
suits and claims resulting from traffic acci 
dents involving postal vehicles and injuries on 
postal properties, suits involving personal 
claims and property damages, and suits and 
claims arising out of postal contracts 

In the opinion of management and General 

uunsel, adequate provision has been made for 

uunts which may become due under the 
claims, and proceedings discussed in the 
ceding paragraph, and the likelihood of the 
aggregate final settlements of the above suits. 
claims, and proceedings having a material ef 
fect on the accompanving financial statements 
Is remote 


Board of Governors 
United States Postal Service 


We have examined the accompanying bal- 
ance sheets of the United States Postal Service 
at September 30, 1986 and 1985, and the re- 
lated statements of operations and changes in 
equity and changes in financial position for 
the vears then ended. Our examinations were 
made in accordance with generally accepted 
auditing standards and, accordingly, included 
such tests of the accounting records and such 
other auditing procedures as we considered 
necessary in the circumstances 

In our opinion, the statements mentioned 
above present fairly the financial position of 
the United States Postal Service at September 
30, 1986 and 1985, and the results of opera- 
tions and changes in financial position for the 
vears then ended, in conformity with generally 
accepted accounting principles applied on a 
consistent basis during the period 


— 7 
Arthur Young & Company 
Washington, D.C 
November 17, 1986 
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FINANCIAL HISTORY SUMMARY 
1986 1985 1984 1983 1982 
S nt of Operations (dollars in thousands) 
Operating revenue $30,102,091 $27,736,071 $25,313,554 $23.58] 667 22,599,937 
Public service appropriation 0 0 0 0 12,140 
Revenue forgone appropriation 715,836 _ 969.620 ___ 879.000 __ 789.000 694.670 
Total revenue 30,817,927 28,705,691 26,192,554 24,370,667 23,306,747 
Salaries and benefits 25,575,894 24,349,087 22,157,261 20,070,241 19,094,495 
Other expenses 5,140,701 4.858.114 4,200,092 4.012.832 4,731,722 
Total operating expenses 30,716,595 29,207,201 26,357,353 24,083,073 22,826,217 
Operating income (loss) 101,332 { 501,510) ( 164,799) 287,594 480,530 
Other income, net 203,276 251,050 __ 282,151 38,732 321,046 
Net income (loss) $ 304,608 ($251,480) $ 117,352 $ 616,326 $ 801,576 
Balance Sheet 
Assets 
Current assets $ 4,658,520 $ 3,234,741] $ 3,332,636 € 3.233.035 $ 3,352,598 
Property, plant and equipment, 
deferred retirement costs and 
other assets 25.155 2 23,825,476 18,227,022 17,630,817 16,453,906 
Total assets $29,814,182 $27,060,217 $21,559,658 $20,863,852 $19,806,504 
Liabilities 
Current liabilities $ 4,846,471 $ 4,311,893 $ 4,375,896 $ 3,753,123 $ 4,818,819 
Other liabilities 21,513,194 20,706,697 15,780,759 15,608,104 15,029,958 
Long-term debt-—bonds, notes 
and mortgages 3,092,649 1,983,263 1,092,264 1,390,855 1,462,873 
Equity (deficiency) 361,868 58,304 __ 310,739 111,770 = (_ 505,146) 
Total liabilities and equity 
(deficiency) $29,814,182 $27,060,217 $21,559,058 20,865,852 $19,806,504 
Analysis of Changes in Equity 
(Deficiency) 
Beginning balance $ 58,364 $ 310,739 $ 111,770 ($ 505,146) ($ 1,306,700) 
Net income (loss) $04,608 ( 251,480) 117,552 616,526 801576 
Capital contributions 1,104) ( 895) 81,617 590 _ 22) 
Ending balance $ 361,868 $58,364 $ 310,739 $111,770 ($ 505.146) 
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REVENUE FORGONE APPROPRIATION” 


FISCAL YEAR 1986 


cael 
Total Income Income from Income from Appropriation as a 
Class of Service of Service Revenues Appropriation Percentage of Income 
(dollars in millions) 
First-Class Mail $18.034.9 $18.034.9 none none 
Priority Mail 1,010.7 1,010.7 none none 
Express Mail 4908 490 8 none none 
Mailgram 17.5 17.5 none none 
Second-Class Mail 
Withi -the-count $ 147.7 $ 939 $ 6538 46.4 
Outside-the-county 
Nonprofit publications 235.8 179.7 56.1 27.0 
Classroom publications 63 46 1.7 238 
Regular-rate publications 958 0) 935.9 22.1 2.3 
Fees 82 8.2 none none 
Total Second-Class ‘fail $ 1,456.0 $ 1.2223 $ 1437 99 
Third-Class Mail 
Single-piece rate $ 1494 $ 1494 none none 
Regular bulk rate 4.6705 4,670.5 none none 
Nonprofit bulk rate 1,291.1 743.1 $ 548.0 424 
Fees 433 _ 433 none none 
Total Third-Class Mail $ 6.1543 $ 5,606.3 $ 548.0 89 
Fourth-Class Mail 
Parcels (zone rate) $ 4045 $ 4045 none none 
Bound printed matter 145.6 145.6 none none 
Special-rate matter 213.0 213.0 none none 
Library materials 90 48.3 $ 7 22.9 
Fees 29 29 none none 
Total Fourth-Class Mail $ 845.0 $ 8143 $ 6 26 
LS. Government (franked 
and penalty) mail $ 9925 $ 9925 none none 
Free mail for the blind and 
handicapped 79 - $ 379 100.0 
International mail 944 | 944 | none none 
Totals $29.873.7 $29.123.4 $ 7503 25 
Adjustment for prior vears — 345 
Total $ 7158 


“Revenue forgone is that revenue given up or Jorgone” by the Postal Service as a resuit of providing 
mail service al a reduced rate. This revenue loss. which is the difference vetween the reduced rate and 
the otherurse applicable rate. is given to the Postal Service by an annual appropriation of Congress 
as Specified in the 1970 Postal Reorganization Act 
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ANALYSIS OF EXPENSES 
FISCAL YEAR 1986 


Rent, communications and utiltites 2.46¢ 


Other services 2.50 


Interest on notes, mortgages and bonds .37¢ 


Supplies and materials 1.43¢ 


Printing .15¢ 


Depreciation and write-offs 1.29% 


Travel .49 


Insurance claims and indemnities .17¢ 


Financial Operations 
Source of Income 
Mail revenue 


Pastage 
Federal government 


Special services 
Government appropri ations 
Revenue forgone appropriation for free 
and reduced rate mail 


Other income. net 


Total income 
Total operating expenses 


Net income 


Millions of Dollars 


$28.130.9 


992.5 $29,123.4 


O78 > 


7158 


33 


$1,021.2 
07106 


$ 46 


ANALYSIS OF MAIL VOLUME 
FISCAL YEAR 1986 


= ie 


Composition of Mail 
Fourth-Class 0.4% 


Penalty and franked 2.5% 


International 0.5% 


All other 0.3% 


SS LS. A eR S a  I I sae 

Pieces of Mail 

Mail Classification Percent 
(in billions) 1986 1985 Change 
First-Class 76.19 724 2 
Second-Class 10.59 10.38 0 
Third-Class $5.05 $2.17 55 
Fourth-Class 0.60 0.58 46 
Penalty and franked 3.72 3.29 13.1 
International 0.80 0.83 -40 
All other 0.43 _o4l 50 
Total mail 147.38 140.10 $2 


OPERATING STATISTICS 

Classes of Mail 1986 19OR5 1984 1983 1982 
(in thousands of units :ndicated) 

Firsi-Class 

Pieces, number 76,186,648 72,440,277 08,428,570 64,246 880 62,200,212 

Weight, pounds 2.811.578 2,662,593 2,511,893 2.441.890 2,238,555 

Revenue $18 034.926 $16,739,909 $15,215,938 $14,255,397 $13,747,357 

Priority Mail 

Pieces, number 329 89 407,815 293,442 271.455 258.674 

Weight, pounds 704,027 672,446 656.085 587,607 582.084 

Revenue $ 1,010,709 $ 959.989 $ 928.4% $ 848.805 § 823.065 

Express Mail* 

Pieces, number 49.095 43.939 42.819 35,920 D748 

Weight, pounds 125,325 140,002 141,518 105,276 103,455 

Revenue $ 490,782 $ 502.482 $ 457.6% $ 494,209 $ 414828 

Mailgram 

Pieces. number 25,540 4) 266 44,329 4 SRS 42.075 

Revenue $ 17,469 § 14.9% $ 12811 $ 613,799 $ 15,997 

Second-Class 

Pieces. number 10.587. 904 10.479.515 9522 476 9 219.754 9526570 

Weight, pounds 3971.64) 4.965.545 3.852.029 4,526.97 4,481,712 

Revenue $ 1,222,327 $ 1,092,927 $ 1.025.020 § 958.%9 $ 91,075 

Third-Class 

Pieces, number 55.048 946 $2.170.257 48.248.714 744,718 46,719,423 

Weight, pounds 6.543.988 6,452,047 5,786,583 5,062,073 4,295,638 

Revenue $ 5.606.268 $ 4.886.566 $ 4,240,832 $ 3.676.775 $ 3,303,187 


“Express Mail statistics have been restated 
bo represent Domestic Express Mail onh 
Walishcs for International Ar hare been 
revised to reflect this change 


——_ 


Classes of Mail 


Fourth-Class 
Pieces, number 
Weight, pounds 
Revenue 


International Surface 


Pieces, number 
Weight, pounds 
Revenue 


International Air** 
Pieces, number 
Weight, pounds 
Revenue*** 


Penalty 
Pieces, number 
Weight, pounds 
Revenue 


Franked 
Pieces, number 
Weight, pounds 
Revenue 


Free for the Blind 
Pieces, number 
Weight, pounds 


Totals 

Pieces, number 
Weight, pounds 
Revenue 


**Figures have been revised to include 
International Express Mail formerly incladed 
uith Domestic Express Mail 


***/ncludes transit special handling and 
miscellaneous revenue 


1986 


602,006 
2,254,271 
§ 814,291 


315,734 
153,750 
$ 220,877 


481,993 
64,408 
$ 714,249 


2,969,799 
468,930 
$ 896,376 


35,475 
36,793 


147,575,805 
17,152,152 
$29,123,377 


1985 


(in thousands of units indicated) 


575,680 
2,156,461 
$ 763,003 


327,449 
153.644 
$ 212,753 


$03,266 
69,491 
$ 710,834 


2,608,045 
469 530 
$ 848.896 


140,097,956 
16,782,581 
$26,817,794 


i984 


$99,037 
2,289,263 
$ 773,988 


352,481 
165,590 
$ 212,862 


543,447 
70,151 
$ 677,919 


2,523,178 
499 674 
$ 788,894 


923.955 
19.744 
$ 111,646 


32,172 


29,595 


141,544,620 
16,022,124 
$24 446,002 


1983 


567,529 
2,248,224 
$ 753,168 


385,137 
166,609 


¢ »?) 87? 


520,562 
67,564 
$ 678,796 


2,775,321 
487.156 
$ 841,012 


$49 247 
14,178 
$ 72,197 


38,398 
37,797 


119,381,409 
14,644.41] 
22,715,399 


1982 


596,699 
2.445.945 
$ 787,649 


404.619 


174,52 
$ 233,880 


$23,620 
60,272 
$ 672011 


2,946,379 
514,046 
$ 818,472 


30,590 
27,898 


114,049,205 
15,943,778 
$21,776,830 


28 


Special Services 


Registry 
Number of articles (paid and free) 
Revenue 


Certified 
Number of pieces 
Revenue 


Insurance 
Number of articles 
Revenue 


Collection-on-Delivery 
Number of articles 
Revenue 


Special Delivery 
Number of articles 
Revenue 


Money Orders 
Number issued 
Revenue fees 


Other 

Box rents revenue 
Stamp.d envelope revenue 
Other revenue, net 


Totals 
Special services revenue 
Mail revenue 


Operating revenue 


1986 


52.348 
$ 167,463 


147,474 

$ 202,927 
49.784 

§ 50,444 
10,483 


$ = 19,528 


10,252 


$ 40,448 


43,799 
134,647 


f> 


$ 258,582 
14,744 
100,142 


$ 978.714 
29,123,377 
$40,102.09] 


1985 


(in thousands of units indicated) 


$1,123 
$ 164,038 


130,698 
$ 174,702 


79 


43,372 
$ 51,043 


11,022 
$ 21,404 


15 ~ 


> 
5 


40) 496 


f> 


117,792 


$ 125,935 


$ 229.89] 
16,84] 
94 (47 


$ 9)8.277 
26,817,794 


$27,736,071 


$ 


. 


§ 


S 


$25 


Als. 


1984 


$4,745 
162,979 


124,112 
155,998 


46.960) 


$4,229 


11,960 
23,030 


19.044 
40.68] 


115,550 
131,575 


188,055 
13,884 
97,122 


867.552 


24,446,002 


) > 


554 
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1983 


53,950 
164,882 


111,255 
140,548 


48,749 
55.505 


11,819 
21,906 


22,055 


47.416 


115,073 


124,200 


202,050 
16,826 
92,945 


866,268 
22,71 5,399 


$23,581,067 


1982 


53,836 
$ 157,888 


105,708 
§ 146,009 


47,498 
$3,374 


~* 


13,333 
$ 25.560 


25,837 
55,440 


109,479 
$ = 121,785 


$ 168.049 
18,927 
86.075 


$ 823.107 
21,776,840 
$22.599.937 


Employees 1986* 1985* 1984* 1983* 1982* 
Headquarters employees 3,037 3,077 3.012 2,993 2,893 
Field regular employees 
Regional and other field units 4,988 6,536 6,524 6,441 6,339 
Inspection Service (field) 4,237 4,370 4,510 4,655 4,977 
Postmasters 27,352 27.811 28,140 28,266 28,514 
Post office supervisors and technical personnel 49,424 46,279 44.515 41,659 40,673 
Post office clerks, mail handlers and nurses 259,773 248,939 235,172 229,141 231,802 
City delivery carriers and vehicle drivers 186,727 179,198 171,434 166,317 165,087 
Rural delivery carriers 35,938 35,206 34,679 34.438 33,987 
Special delivery messengers 1 824 1,832 1,790 1,815 1,843 
Building and equipment maintenance personnel 28,383 28,477 27,524 27,193 26,268 
Vehicle maintenance facility personnel 4,346 _ 4,218 _ 4,119 4.023 4,034 
Total full-time employees 606,029 585,943 $61,419 546,941 $46,417 
Other employees 147,870 130,055 116,585 109,459 105,510 
Rural carrier substitutes 3,184 4,716 6,687 9324 14,375 
Rural carrier reliefs** 27,474 23,776 17,432 13,121 8,820 
Grand total 784,557 744,490 702,123 678,845 675,122 
Offices, Stations and Branches 1986 1985 1984 1983 1982 
Number of post offices 29,344 29.557 29.750 29.990 30,155 
Number of stations and branches: 
Classified stations and branches: 4,240 4,224 4.184 4,160 4,129 
Contract stations and branches: 3,965 3,856 3.744 3,626 3,508 
Community post offices _ 1721 _ 1,690 1,708 1,669 1,655 
Total 9.926 9.770 9.636 9,455 9,292 
Grand total 39,270 _ 39,327 39 386 39.445 39.447 


*Figures have been revised to conform with 
current method of counting employees using the 
on-rolls and paid erzployee statistics database 


“Rural carrier reliefs are a new kind of casual 
employee created by the 1981-84 agreement 
between the Postal Service and the National 
Rural Letter Carriers’ Association and are 
now included in the 1982-86 totals 
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Postmaster General 
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Chief Postal Inspector 


David H. Charters 
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Michael S. Coughlin 
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Mitchell H. Gordon 
Senior Assistant Postmaster General 
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Facilities and Supply Group 
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Group 


Joseph R. Caraveo 
Regional Postmaster General 
Western Region 


Jerry K. Lee, Sr. 
Regional Postmaster General 
Central Region 


John G. Mulgan 
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Northeast Region 


Harry C. Penttala 
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BOARD OF GOVERNORS 
END OF FISCAL YEAR 1986 


John N. Griesemer, President of the Griesemer 
Stone Company in Springfield, Missouri, became a 
Governor in 1984 for a term expiring December 8, 
1986. In 1986, he was appointed to a full term, ex- 
piring December 8, 1995. He is Chairman of the 
Board's Audit Committee 


John R. ‘icKean, Chairman of the Board, was 
appointed 2 Goverr, ir in 1982 for a term expiring 
December 8, 1986. In 1983 he was appointed to a 
term expiring December 8, 1991. He is president of 
John R. McKean Accountants in San Francisco, 
California. 


J. H. Mer McConnell, a lawyer, banker and 
business executive, was appointed a Governor in 
1985 for a term that expires December 8, 1988 


John L. Ryan, Vice Chairman of the Board. be- 
came a postal Governor in 1983 for a term expiring 
December 8, 1989. He is Vice President of MET-PRO 
Corporation and General Manager of its Dean Pump 
Division in Indianapolis, Indiana. 


Crocker Nevin, Chairman of the Board and 
Chief Executive Officer of CF&I Steel Corporation, 
became a Governor in 1986, and will serve the re- 
mainder of a term expiring December 8, 1992. He 
previously had served on the Board of Governors 
from 1971 to 1977 


George W Camp of Atlanta, Georgia, became a 
Governor in 1979 for a term expiring December 8. 
1985. As provided by law, he continued to serve un- 
til December 8, 1986, pending the confirmation of a 
successor. He is a retired postal executive with more 
than 36 years of federal service 


Ruth O. Peters, of Arlington, Virginia, a retired 
postal executive, was appointed to the Board in 1983 
for a term expiring December 8, 1987 


Robert Setrakian, a San Francisco businessman, 
was appointed to the Board in 1985, for a term ex- 
piring December 8, 1993 


Preston R. Tisch, named Postmaster General by 
the Board on August 16, 1986, joined the Postal Ser- 
vice from Loews Corporation, one of the country’s 
largest diversified financial companies, where he 
had been president and chief operating officer 


Jackie A. Strange, named Deputy 
Postmaster General by the Board on February 
16, 1985, is the chief operating officer and 
alternate chief executive officer of the Postal 
Service. She joined the Postal Service in 1947 


Vole Also serving on the Board during FY 8 were 
Paul N. Carlin, Postmaster General, from January | 
1985, to January 6, 1986. Albert V Casey. Postmaster 
General, from January 7 1986, to August 15, 1986 
William | Sullivan, who served as a Governor from 
1979 to December 8. 1985, and Peter E. Voss, who re 
wened from the Board on May 30, 1986 


At the close of Fiscal 1986, there were two vacancies on 
the Board for terms expiring in 1990 and 1994 


